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SHORT ESSAY QUESTIONS (100 Marks) 
Answer ALL FIVE (5) short essays 


Each short essay carries 20 marks 


1. Imagine the government is able to exert control over monetary policy. What happens under 
adaptive expectations when the government targets a level of output above equilibrium? Is 
there a short-run trade-off between inflation and unemployment? How about under rational 
expectations? 


2. What are the channels through which banks can fund their lending? In the 3-equation model 
with a banking sector, can banks influence the level of aggregate demand in the economy? 


3. Discuss the following statement: "central banks can offset the fall in borrower demand ina 
balance sheet recession by reducing interest rates and inducing savers to spend more". 
Illustrate your answer using the 3-equation model. 


4. Why might a ‘balance sheet recession’ (i.e. a recession that is preceded by the bursting of 
an asset price bubble which damages private-sector balance sheets) take longer to bounce 
back from than a normal recession? What role is played by the policy toward the restructuring 
of insolvent banks? 


5. Compare the transmission mechanisms of conventional monetary policy with quantitative 
easing. Can the two policies be viewed as substitutes? 
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